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The purpose of thistechnica assstance advisory isto clarify the requirements of RCW
48.19.040(2) with respect to persond linesrate filings involving rating tiers or including factors
basad on the credit history of the insured or gpplicant.

It isimportant to note firgt that the Office of Insurance Commissioner (OIC) is currently
reviewing public policy issues associated with persond linesinsurers use of credit history. Itis
aso likely thet the 2002 Legidature will be consdering some of theseissues. Insurers should
read this technical assstance advisory as an explanation of current law and OIC expectations,
understanding that these could change as the issues are reviewed.

Background:

Under the provisions of RCW 48.19.040(2), every rate filing “must be accompanied by sufficient
information to permit the commissioner to determine whether it meets the requirements of

[Chapter 48.19 RCW].” In particular, OIC must be able to determine that the proposed rates are
not excessve, inadequate, or unfairly discriminatory, as required by RCW 48.19.020.

When an insurer uses or proposes to use rating tiers or reting factors involving credit history,
OIC stask isespecidly difficult. The criteria used to define the rating tiers may be correlated
with rating variables dready in use. Insurance scores involving credit history may aso be
correlated to other rating variables. The effect of any such relationships among rating varigbles
should be considered in the ratemaking process. In many cases, an insurer’ straditiond rating



factors were sdlected without any thought that the insurer might use rating tiers or credit history
inthe future. When the insurer first proposes tier factors or credit-history rating factors, it may
give little thought to the possibility that rating factors dready in use might need to be adjusted in
light of the new rating system.

OIC would like to avoid surprising insurers with requests for datain the rate review process.
OIC isissung thistechnica assistance advisory so that al filers will know in advance the kind
of andysisthat will be expected in support of rating tier factors and factorsinvolving credit
higory. If thiskind of andyssisincluded a the time aratefiling is submitted, the rate approva
process will move forward more quickly. OIC is committed to the prompt—~but thorough—
review of property/casudty ratefilings.

Requirement:

This requirement applies to persond lines rate filings in which an insurer proposes to segment its
Washington business by rating tier or proposes to use arating system involving the credit history
of theinsured. The requirement aso gppliesto filings involving changesto any of theserating
systems or factors.

A sound multivariate statistical analys's supporting the proposed rating system isrequired. This
andysis should not assume that al currently used rating factors are correct. Rather, it should
evaduae dl rating factorsin light of the insurer’s plan for tier rating or rating by credit history.
(For example, a“one-way” analysis of lossratios by tier or credit-score range would not be
sufficient supporting information.) The andlysis should be based on the experience of the insurer
or affiliated insurers under the same management. The anayss may include data from other
dates, as permitted by RCW 48.19.030(3)(a). The filing must also show clearly how the
insurer’s proposed rating factors are derived from the results of the andysis.

Thisrequirement gppliesto filings received by OIC on or after March 1, 2002.
Contact person:

Questions about this technica assstance advisory should be directed to Lee Barclay, Senior
Actuary, at (360) 586-3685 or LeeB@oic.wa.gov.



